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ACROSS THE EDITOR’S DESK 


Among the greater rewards accruing to members of the 
great budgeting fraternity is the tremendous good which they 
can do to mankind in general, dispensing words of budgeting 
wisdom here, and bits of sage advice there; and as charity 
begins at home no member of the budgeting profession should 
overlook the opportunity of teaching his wife the basic pre 
cepts of budgeting for household purposes, .and in turn re- 
ceive the benefit of her practical experience to guide him ir. 
his daily efforts on the job. 


Nothing will send a budget man scampering off to the 
sanctuary of his office faster, convinced his problems in the 
uncomplicated field of business are not so difficult after all, 
as a confusing budget session with his better half. Take the 
case of the annual family budget report at our housenold, a 
January event we'd just as soon not be reminded of. 


After dinner, the wife raps sharply for order with a spoon, 
catching my thumb in the process. “I have our budget ready”’ 
she announces. ‘‘Fine’’ I exclaim, removing from my pocket 
my list of about ninety-nine expense reductions which won’t 
effect our living standard one whit. 


‘'First, the matter of income’’ she begins. Here comes my 
first lesson. In business, you may estimate what sales MAY. 
be, or budget what they SHOULD be, but any budget-minded 
housewife simply tells you what her sales (income) WILL be. 


‘In May’’ she says “‘you will get a $25 raise. That’s the 
month of the Senior Prom, and Barbara has already selected 
the pink-under-lace formal, with matching slippers. Cousia 
Ruth’s daughter is graduating, and that calls for a nice gift.” 


I start to say something bright, but she raps the spoon 
sharply, whopping my thumb again. 


‘In October’’ she continues, ‘‘you wil! get another $25 
increase; Aunt Martha and Uncle Jim have their silver an- 
niversary then, and Cousin Wilma is getting married.”’ 


‘With those reasons, the boss won’t dare fail to come 
across’’ I mutter, making certain she can’t hear me. 


"'The most important reason, though,’’ she continues, ‘‘is 
the new living room drapes.”” 


At this point she raps the table again with her spoon, via 
my thumb, signifying the end of Part I of her budget message. 


Now for expenses’’ she says. 


Here I sit up sharply, and wave my paper overhead. I may 
occasionally be out-talked on sales budgets, but no budget 
man worth his salt will take a back seat when the item of 
expenses comes up. 


‘'T have here,’’ I commence; but a quick flash of her spoon- 
gavel convinces mel do nor yet have the floor. 


**Commencing this month”’ she tells me, “tyou will serve 
beer to your poker club, instead of martinis and tom collins.’ 


‘*‘Why?’’ I inject. ‘What are you going to need that extra 
money for?’’ 


‘am not GOING to need it for anything’’ I am informed 
coldly; ‘I have already spent it. Living room drapes.” 


‘During Lent’’ she continues, ‘besides giving up cigars, 
youwill also discontinue beer frames on your bowling night.’’ 
Pause. ‘‘Living room drapes.” 


‘‘Drapes! Drapes!’’ I must have been shouting, for I am 
suddenly conscious of a throbbing in my thumb, and decide 
she must have rapped for order without my having noticed it. 


**And a further reduction in expense will occur in Decem- 
ber’’ she says, giving me an icy.stare, ‘‘as I myself will 
select your gift for your secretary.”’ 


FINANCIAL PLANNING AND 
CONTROL FOR A FOUNDRY 


By Roy Willison 
Comptroller, National Malleable & Steel Castings Co., 
Cleveland, Ohio 


The application of a program for integrated financial 
planning and control involves considerable effort and a high 
degree of cooperation between Sales, Operating and Account- 
ing Departments. It is often worthwhile however, since when 
completed it offers a master plan for Sales and Operations 
and at the same time a tool for the measurement of sales, 
operating and general management effectiveness, placing 
oi aa emphasis on profits as a per cent of invested 
capital. 


This plan may be put into effect with many variations in 
the detail without disturbing its effectiveness. I will go 
through an explanation of salient points of the plan employ- 
ing the alternatives in respect to the detail which happen to 
appeal to me. 


The first step is to ascertain the true value of capital 
employed in the operation of the company. Generally speak- 
ing, I define capital employed as total assets. This should 
include the value of cash, receivables, inventories, goods 
in process, finished goods and fixed assets. Fixed assets 
should be included at their true economic value. This should 
allow for replacement costs and should not have unregsonable 
depreciation reserves deducted. This is important for two 
reasons: (1) it presents a more realistic reflection of cost 
and employed capital and, therefore, establishes a better 
basis for pricing and for evaluating operating performance; 
(2) in multi-plant setups, interplant or interdivision com- 
parisons are made more valid by having depreciation and 
investment determined on a uniform basis. 


TRUE ECONOMIC VALUE 


In order to ascertain true economic value, it is necessary 
to make two determinations: (1) replacement value of the fix- 
ed assets employed, and (2) the depreciation reserve position. 
Replacement value, which affects both cost of sales and 
asset valuation, may be determined by using an index ap 
proach. For this purpose, there are a number of satisfactory 
indices published by various agencies, such as appraisal 
companies, trade societies, and government agencies. The 
results obtained from this method can be verified or adjusted 
on the basis of formal or informal appraisal if such are avail- 
able. However, the lack of a high degree of accuracy should 
not prevent adoption of replacement values. Preciseness is 
neither possible nor necessary; the distortion is almost 
certain to be much less than would occur under a conventional 
original cost concept. 


The second factor, depreciation reserve position, is im 
portant from the standpoint of asset valuation. Depreciation 
reserves sometimes become unrealistic because of past 


( Cont'd. on page 5) 


She stops talking, so I decide it must be time for comments 
from the Board. 


“‘That’s the damndest budget report I ever heard!’’ I say. 


“I’m glad you like it’? she replies, ‘“‘but I do wish you 
wouldn’t use that language.’’ 


“I still say it’s the damndest budget report I ever heard; 
and to prove you don’t know what you're talking about, | 
found an error in your checkbook; you’ve got $10 more than 
you thought you had.”’ 


-2- “*The hell you say!’’ she exclaimed. 
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MANAGEMENT OF CAPITAL EXPENDITURES 


By Horace G. Hill, Jr. 
Senior Associate, Joel Dean Associates, Philadelphia, Pa. 


Too often minimized in the task of budgeting operations, capital expenditures becomes a field of its own which can 
effect the future earnings of a company to a major extent. The Budget Director who hasn't extended his activities to in- 
clude capital expenditures still has a great service to perform. Here is the What, Why and How of this important subject. 


Industry is showing a growing realization that ‘‘Capital 
Expenditures’’ are a major responsibility of management 
and one company after anotheris asking serious questions 
and is seeking light on the problem of investing avail- 
able or procured funds in the business. The questions 
which need to be answered can be grouped in three broad 
categories: 


1. What is a capital expenditure from the viewpoint of 
industria! management? 


2. Why is it so essential that capital expenditures be 
made with the greatest care? 


3. How should capital expenditures be controlled, and 
how should the adopted plan be administered? 


These three questions are discussed below. 
1. WHAT? 


Definitions of a capital expenditure are numerous and a 
clearer concept is needed. The accounting fraternity has 
made an excellent contribution to the better understanding 
of published financial reports, and all such reports 
adhere to prescribed definitions of the terms used, in- 
cluding capital expenditures. But management soon 
realizes that the internal problem reaches beyond the 
accounting definition of charges to the Plant Account 
and embraces all uses of Funds which will serve a con- 
tinuing purpose in future fiscal periods. For instance, it 
may be quite proper to charge an appreciable portion of a 
project’s costto current expense as repairs or alterations, 
but this does not alter the fact that the money is being 
invested. Projects involving storage facilities can not 
function until such facilities are filled to their normal 
working level and this additional inventory requires a 
further investment of funds from the common source. A 
new plant or distributing point may require some minimum 
cash always on hand for its daily operation and this 
cash must be obtained by tapping the same till. Many 
other instances might be cited, but these few are in- 
dicative of the wide variety of uses to which the stock- 
holder’s or the creditor’s dollar may be assigned without 
his specific consent, but on which he expects to receive 
a satisfactory return. 


In this ‘broader view which management must take, as 
it exercises its responsibility for the best employment 
ofallmoney entrusted to its direction, any use or fixation 
of cash or other assets which have an immediate cash 
value should be considered a capital expenditure if 
—— periods are expected to benefit from the 
outlay. 


The recently popular plan of financing through sale 
and lease-back has led many companies to ignore such 
transactions in any study of capital expenditures on the 
grounds that there is no investment. The practical aspects 
of this method are about the same as in some forms of 
funded debt, although the accounting categories are 
quite different. Irrespective of how these transactions 
are booked or publicized management procures operating 
facilities for which it gives it’s 1.0.U. and to which it 
Should give exactly as much attention as to any other 
capital expenditures. 


2. WHY? 


The reasons for having a well prepared system for 
managing the capital expenditures of any medium size 
or large company are quite obvious. A few of them will 
bear repeating as there has been a tendency to permit 
them to accumulate dust or moss while some more 
pleasing philosophies were being tried: 


a. Capital expenditures practically commit a company 
to a particular line of action or inaction and they should 
be well thought out in long range comprehensive planning 
instead of looking at each request as anisolated problem. 


b. The owners of the business are the stockholders 
while the officers and managers are their servants, hired 
to run the business for the best interests of the owners. 


c. The same safeguards against folly or extravagance 
should be applied to capital expenditures as are applied 
to Current expense transactions. 


d. Practically all capital expenditure proposals can 
be supported by an estimated rate of return and this 
should be compared with the company’s cost of capital 
to protect the stockholder against having his money 
invested in something which returns less than its market 
value. 


e. Lines of approval authority should be clearly 
marked to avoid confusion and to insure uniformity of 
action. 

f. More careful attention to the millions and less 
fussing about the pennies would not merely benefit the 
owners, but it would substantially boost the morale of 
the working force and provide a new incentive. 


3. HOW? 


Capital expenditure management radiates from the top 
and the ultimate responsibility lodges right there. The 
stockholder expects his money in the business to earn a 
reasonable rate, generally between 10% and 15%, and he 
expects to receive the major part of that as a dividend 
which he can re-invest to suit himself. In order to achieve 
this goal, he entrusts his interests to a Board of Di- 
rectors of his own choosing. The stockholder has an 
interest in the future of his company and he has a right 
to expect that his agents will show that same interest. 
Unless the Board properly appreciates the long range 
implications of the capital expenditure program there 
can be no management of this important activity which 
will have any value. So the place to start the system is 
in the Board, which is as close to the owners as possible. 


In some companies the owners, directors, officers 
and managers are the same individuals. This removes 
the difficulty or divergent interests and leads almost 
automatically into long range planning. However, the 
regular publicly-owned company does* not have those 
incentives of ownership in its directorate or its manage 
ment. True long range planning, which purposes to hand 
down to the next generation alarger and a better company, 
is a rare commodity and capital expenditure management 
has suffered accordingly. Cont'd on pg. 6 
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STEPS IN ATTAINING A PROFIT OBJECTIVE 


2. Plan to attain the objective. 


3. Carry out the plan and record performance. 


5. Take corrective action to improve performance. pS) G 


6. Forecast periodically how closely the 
objective will be attained. 


HERE’S HOW THE FOLKSIN TEXAS illustrate 
a discussion on budgeting. Mr. C. J. Thomsen, 
who presented a talk before the Dallas Chapter 
N.S.B.B. at their January meeting, used this 
clever cartoon series to bring out the basic 
7. Summarize at completion of project or a period to points in his topic, ‘‘A Case Study in Plan- 
improve future planning and performance. ae 


4 


re 


rf 

— 

bi 

th 
A 

| te 

1. Establish the objective. Pp: 

of 
T 
- 

4 

4 
} j in 
N w 
aS 
. 4. Compare performance against plan. 
= ) 
w 
~ Ir 
y 
aS <> al 
d 
pind T 
ze ° 
kK a 
c 
a 
fi 
b 
T 
a 
| 


BUDGETING WITH STANDARDS - or 
A CASE STUDY IN PLANNING 


By: C. J. Thomsen 


Vice-President, Control & Finance, 
Texas Instruments Inc., Dallas Texas 


Here’s a new viewpoint on budgeting — not a manage- 
ment tool, but a means of explaining management policies. 
And here are facts to prove the point. 


Budgeting may be defined not as a management tool 
but, as a tool for explaining management policies. This 
thought leads to a new viewpoint on budgeting. 


This article deals with management and planning 
techniques of Texas Instruments, Inc. This company, as 
parent, encompasses a group of some fifteen corporations 
and is essentially a growth organization. The activities 
of the family of corporations are generally integrated. 
These activities include the manufacture and sale of 
various electronic devices, including transistors, sundry 
geophysical instruments, etc., as well as, geophysical 
exploration for oil, and rubber production. 


In viewing the budget as a means of explaining manage- 
ment policies, this company stresses the growth ob- 
jective. Of paramount importance is the development of 
——— A business organization composed of people 

aving the capacity for growth and creating an atmos- 
phere for growth assures both self-development of the 
individual and progress of the company. An assignment 
beyond the capacity of the individual is the challenge 
which brings out his growth potential. 


The explaining of policies through budget techniques 
requires that we: 


l. Establish objective 

2. Plan to attain objective 

3. Carry out plan and record performance 

4. Compare performance against p!an 

5. Take corrective action to improve performance 


THE PLANNING PERIOD 


In this company the month of October is the planning 
period. Routine business is relegated to a secondary 
position during this period. A Board Meeting is held to 
establish growth pattern. Group Meetings are held at 
which all divisions of the Company are represented, 
including production, and other operating executives as 
well as administrative officers and other staff personnel. 
In these meetings the economic premise for the following 
year is established - Detail plans including budget, 
production plans, cash and space requirements, etc. 
are discussed. 


In the planning conferences each department is invited 
to set its own target. Prior to such conferences each 
department puts together its own plans and its manager 
or representative presents those plans in the conference. 
The competition between departments for money to carry 
out their respective plans, encourages thorough planning 
and fully supporting of such plans, as well as, intelligent 
criticism of the plans of others. The final budget adopted 
and approved for the year is the result of the integration 
of the plans presented at these conferences, within the 
framework of basic company policies, by financial and 
budgetary officers in conjunction with top management. 
The planning conferences greatly facilitate the coordin- 
ation of the final budget since all plans and proposals 
may be viewed fully at the same time. 
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FINANCIAL PLANNING AND CONTROL FOR 
A FOUNDRY 


Cont'd from page 2 


policies of rapid write-offs or other factors. When this has 
occurred, it is impomant that the reserve be restated at a 
more realistic level. While it may not be possible to make 
such adjustments with exactness, they should never the less, 
be attempted. The other extreme occurs in instances where 
companies have elected to deduct no depreciation for pur 
poses of stating assets employed. This approach is equally 
undesirable since it is poor psychology to charge a division, 
or plant, with depreciation expense without giving credit as 
as asset reduction. In a multi-plant operation with varying 
amounts of accrued depreciation, it is frequently desirable to 
use the average depreciation reserve of the entire company. 


ACCOUNTING TREATMENT 


The proper accounting treatment of the foregoing poses an 
interesting problem. While there are several possible methods 
of handling this problem, the recommended one is to charge 
cost of sales with replacement depreciation and to take the 
difference between replacement and actual depreciation into 
non-operating income. This approach is particularly good in 
a multi-division operation, for the divisional managements 
then tend to think entirely in terms of replacement cost. The 
corporate balance sheet should of course reflect original 
cost, but divisional balance sheets, if prepared, should re- 
flect fixed assets at their replacement value. 


Returning to the divelopment of the overall financial plan, 
the next step is to establish a long range sales objective, 
This should be done by blending many factors and general 
knowledge of the market in which you are participating. Past 
participation, present capacity, demand in your market area, 
competitive reaction must all be taken into consideration. 
Frequently volume will depend on price level. The higher the 
price, the lower the resultant volume. There is probably a 
certain level of price that will bring the most advantageous 
volume level. This must be ascertained and put into effect. 
The sales budget should be established both for volume and 
selling price in sufficient class of work detail to establish a 
manufacturing cost budget. Another point to remember is that 
as the sales budget is established basic criteria for making 
volume and price objectives should be clearly set forth. This 
is important. Variations from the plan are certain to develop. 
As these variances do became evident, it is possible to make 
an intelligent analysis of the situation on the basis of the 
established criteria; without this as a guide, the explanation 
will break down into a series of pointless alibis. 


The annual sales volume according to the sales budget is 
divided by the employed capital amount. The result is the 
budget, rate of tumover of investment. This figure will enter 
into later computations. 


The next step is to establish a manufacturing cost budget 
onthe basisof the class of work set forth in the sales budget 
The manufacturing cost budget should be established at rea- 
sonable levels attainable with effort, and should be done 
in a manner that will tend not to allow for existing known 
inefficiencies. A dollar amount should be established for 
each account in the existing chart of accounts. Costs should 
be carefully examined to determine the fixed and variable 
element in each account. Depreciation costs, as previously 
indicated, should be based on replacement values. 


A budget for general administrative and selling expense 
should then be established. These are generally fixed ex- 
penses and will not vary either due to class of work or volume. 


THE COMPLETED BUDGET 


A budget profit amount and percent of sales is available 
Cont’d on pg. 6 


MANAGEMENT OF CAPITAL EXPENDITURES 
Cont'd from pg. 3 


Assuming a Board of Directors, imbued with the spirit 
of responsibility to the owners, the first question would 
be as to the part the Board should take and what it 
should delegate. There Ahould be a statement of the 
aims and purposes of the company, which should go be- 
yond the formal declaration for charter purposes and 
should define the place which the company expects to 
fill in the industry and in society. This statement should 
be in the hands of every stockholder and every member 
of management, and should be repeated as often as 
necessary in an effort to build up the broadest possible 
basis of common interest. It should be implemented 
periodically with such elaboration as need not be treated 
as confidential information, but which will explain to the 
stockholder how the basic aims are being followed under 
current business and financial conditions. 


Internally the Board should strive for a long range 
capital expenditure plan and should demand a complete 
capital expenditure budget for the year ahead. Careful 
scrutiny of this budget before its adoption gives the 
Board an opportunity to fit the current program into the 
long range thinking and insure its conformity with the 
broad company aims. The Board should also agree upon 
the financial plans which the budget may mace nec- 
essary and be sure that the company’s resulting capital 
structure will be sound. 

Its approval of the capital expenditure budget, after 
any modifications which it deems advisable, constitutes 
acquiescence with the proposed plan but it is not an 
approval of any individual project. The Board should 
then delegate to the President the authority to carry out 
the various proposals and activities included in the 
an. using his own judgment as to further controls 
needed. 


With the Board and the President convinced that a 
system of management for capital expenditures is a very 


profitable undertaking, that the owners want it to protect © 


their holdings, that the company will become more at- 
tractive to the investing public, that management can be 
happier working as a team instead of in the personal 
rivalry which the old system encouraged, the further 
steps are largely matters of education. The President 
should decide what types and size of projects he wishes 
submitted to him for final authorization and he should 
delegate his authority for everything else. 


If he is not already so organized, he should have a 
Budget Director on his personal staff to relieve him of 
many minor decisions and to be his administrator of the 
control system. He should appoint a Budget Committee 
to which he should delegate whatever approval authority 
he has not elected to retain. This committee should not 
be large, probably five or seven members, but it should 
be composed of top management personnel carefully 
selected for their intrinsic qualifications and not merely 
their position. The President might properly serve as 
chairman of this committee unless he has a particular 
officer whom he has trained to act in his place on any 
occasion, such as an Executive Vice-President or a 
Financial Vice-President. The Budget Director should 
meet with the committee, either as an appointed mem- 
of as a non-voting secretary. The composition of the 
committee should be preponderantly staff with emphasis 
on financial activities but there should be good represen- 
tation of the line operations. 


The Budget Committee should hold regular and frequent 
meetings to discuss the merits of applications submitted 


to it for authorization or endorsement for the President’s 
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FINANCIAL PLANNING AND CONTROL FOR A FOUNDRY 
Cont'd from pg. 5 


at this point. The budget profit multiplied by the budget 
turnover provides the budget profit as a percent of investment. 
If this does not offer a satisfactory return obviously a 
searching analysis of the sales program or of the cost budget 
is in order. Let us assume the profit was satisfactory to the 
top officer or Board of Directors and had their approval. 


Since the budget for cost was prepared in proper detail it is 
now possible and in order to establish a schedule of burden 
rates and overhead rates for the ascertainment of product 
costs. This is an important step. Product cost for the es- 
tablishment of selling prices will then reflect a budget level 
of cost and should be competitive. By establishing selling 
prices on factors integrated to the budget it is quite easy to 
see from day to day whether your budget is set too high or 
if your profit objectives are too low on the basis of the 
reaction your prices have to the competitive situation. If the 
budget or the profit objective needs adjusting it should come 
to your attention promptly through acceptance or rejection of 
prices by the various customers. It is very important to set 
up a program whereby salesmen will report customer reaction 
to our prices. To be successful such a program must be 
followed constantly. 


To get back to controls. The budgets established through 
the fore going have as a minimum advantage the correlation 
of management plans with sales and operating objectives, 
the assurance that the budget when met will produce the 
desired results profit-wise and have a built in check for 
excesses through correlation with market prices. 


After this has been accomplished the rest is relatively 
simple. 


Report fogms either weekly or monthly must be developed 
to set down the actual result for the current period and the 
year to date with the budget data in a manner which in- 
plement convenient comparison and evaluation of variances. 
These reports should be prepared for both the results of 
sales and operations. In addition it shvuld set torth profit, 
investment and turnover data in the same comparative manner. 


In addition to this, actual and budget costs for the major 
classes of product should be compared periodically. Any 
variation in the actual cost versus the estimate will reflect 
a basic change in a factor or factors influencing the cost of 
the particular job. In effect these changes represent vari- 
ations from budget of the individual part. Thus in the plan 
there is provided a degree of cost control not only on an over 
all process basis but also on a product basis. 


guidance. The sponsor of the application should be entitled 
to be present when his proposal is discussed so that he 
may answer any questions. 


The average capital expenditure is expected to last about 
twenty years and that causes the average man to lose in- 
terest in them as he concentrates on his own short range in- 
terests. But there is another form of self-interest which has 
been the bulwark of the American economy. It is the pride 
in building for the future so that those who follow him will 
praise him for his wisdom and skill, instead of cursing him 
for the mess which they inherited. When the Directors and the 
President of acompany are fired with this spirit a good system 
of managing capital expenditures*js practically assured but 
there can be no effective control without the top level leader- 
ship. The most meticulous rules and the strictest policing 
are incapable of properly directing the flow of money which 
will make or break the company, but the example and guid- 
ance of a top management with an eye to the future can per- 
form wonders. 


perry 
pl 
Pi 
bu 
ar 
br 
wi 
si 
pr 
sl 
: 4 fa 
i 
fu 
th 
- Pr 
br 
ca 
ar 
bu 
w 
th 
B 
at 
pe 
dc 
m 
bi 
fr 
vi 
au 
fl 
Of 
di 
ne 
w 

wi 
wl 
of 
fu 
SO 
se 
ca 
At 
Wi 
be 


HOW TO LIVE WITH A FIXED BUDGET 
By Fredrick Janssen 


Division Controller, Bausch & Lomb Optical Co., Philadelphia, Pa. 


What kind of budget to have — Fixed on Flexible? As you might expect, the answer is “‘It all depends.’’ In case you're 
prejudiced against Fixed Budgets, this article may convince you that everyone CAN live with a Fixed Budget, and most 


profitably for all concerned too: 


With the increasing acceptance of budgets by American 
business, problems arise on the side of management 
and that of labor. To the employer in many instances 
budgets have become an additional tool for spotting 
weaknesses in an organization, while the worker con- 
siders budgets unrealistic, with little thought given to 
present conditions, but merely stating an opinion of the 
past and of the future. Actually, it would seem that such 
expressions give only a partial picture of what a budget 
should accomplish. It is true that a budget may, and 
usually will be used as a measure of performance, be it 
favorable or unfavorable. It is also very much the ex- 
pression of an opinion of what to expect in any given 
future period. But it also means a great deal more than 
these two somewhat limiting concepts imply: a budget 
primarily plans for the future. It covers every aspect of a 
business; be it sales, production, inventory, cash, or 
capital expenditures. Its control and coordinating functions 
are concomitant features of a sound budget program. 


Advocates of a variable budget believe that a fixed 
budget loses its value as an instrument for control, 
when the operating volume departs from the level set at 
the time the budget was written. We, however, at the 
Bausch & Lomb Optical Company, feel that not being 
able to predict within reasonable limits what can be ex 
pected for the next twelve months would throw serious 
doubt on all forecasting. Budgets representing the for- 
malized expression of such forecasts would be rather 
meaningless. It should be understood that the optical 
business is by no means free from competition, it is far 
from being static, and it certainly is subject to the 
vagaries of the normal laws of supply and demand to the 
same degree as is your own industry. It behocves us, 
therefore, to reexamine the meaning of the words ‘‘Fixed’’ 
and ‘‘Flexible’’. Let us not forget that even under a 
flexible budget, figures become ‘‘fixed’’ at a certain 
operating level. We might say then that we have, set a 
different standard for a larger or smaller volume of busi- 
ness; we have made for ourselves a new yardstick with 
which to measure our performacne in the light of our 
present activity. Actually this is not budgeting or fore- 
casting; it is analyzing the behavior of cost factors 
under various conditions. Bearing this thought in mind, 
a fixed budget will not appear as old fashioned as it 
might at first glance. 


What then has been our actual experience in living 
with a fixed budget? It frequently surprises outsiders to 
what extent a budget can find acceptance at all levels 
of responsibility. Not only does our accounting department 
fully recognize the meaning of the word ‘‘budget’’, but 
so does our salesman, our shopman, and even our mes- 
senger. Our performance over the years has not varied 
more than two or three per cent at the most from our fore- 
casts. With such a record you do not have to sell your 
people on the idea of a budget. 


It may, therefore, be of some interest to explain what 
budgeting means in the Bausch & Lomb Optical Company. 
At the outset, let it be understood that all comparisons 
are made against budget. We never stress a comparison 
with a prior year in any of our financial records.Our firm 
belief is that there is little we can do about the past, 


but there is a great deal we can do with the present and 
the future. To illustrate further, it may be of some help 
in understanding our position, if s. brief outline will 
acquaint you with the procedures followed by us in not 
only setting up a budget, but actually living with it in 
the ensuing fiscal period. 


We believe that the close contact our sales people 
have with our customers should enable them to estimate 
the customer potential and to determine how much the 
Bausch & Lomb share of such potential is likely to be; 
furthermore, what local conditions exist which would 
influence the business in any given area. The con- 
troller’s department, therefore, submits to the various 
district sales managers certain data needed by them to 
prepare a preliminary estimate of sales for the next 
year. Along with an economic forecast in broad outlines, 
a detailed analysis of sales by major product groups is 
prepared. This schedule shows actual sales for the two 
prior years, the budget for the current year, actual figures 
of the current year for selected periods, such as the 
second quarter, the third quarter, the months of October 
and November. These figures are not only shown as re- 
corded, but are also restated on an annualized basis. 
Our annualization reflects seasonal variations which from 
experience we have found to be rather constant over the 
years. 


What we have done in effect is to supply our sales 
managers with a running record right up to the present, 
a record which indicates an wmmistakable trend. We do 
not feel that an annual figure standing by itself is suf- 
ficient to establish a reliable forecast for the next twelve 
months, unless due consideration is given to the trends 
reflected in the various periods as seen from an annual 
point of view. With the help of these statistical data, a 
a sales manager is in a far better position to approach a 
sales estimate more realistically than with the usual 
optimism which his position seems to engender. 


Generally speaking, our business breaks down into two 
typesof sales: that of prescription work done for opticians 
and other optical wholesale houses and the sale of stock 
items, so that naturally the problem of labor will enter 
into the picture at the time the budget is written. For the 
guidance of our sales department, however, it is import 
and to present a trended analysis of the unit prices ob- 
—— for our prescription work at our various branch 
offices. 


Based on the information supplied, the sales manager 
for a particular area sets up his estimates of what he 
believes will be the probable sales volume in the coming 
year. The controller’s department in the meantime has 
established its own estimates from the sales trends shown 
for the major product groups. At our budget session we, 
therefore, first try to arrive at an agreement on what 
trend business in our particular industry is likely to take 
in relation to other known lines of business. We not only 
scrutinize the Federal Reserve Board Index showing pro- 
duction of durable and non-durable goods, but compare 
the Department Store Index in its relation to the overall 
production of durables and non-durables. We have found 


(Cont'd. on page 8) 


HOW TO LIVE WITH A FIXED BUDGET 
Cont'd from pg. 7 


that in many respects the optical industry closely follows 
the indices applicable to the activities reported by the 
department stores. It is, of course, realized that while 
prices may show an upswing, volume stated in units may 
actually be on the decline. We have found that to us the 
volume index is the most valuable indication of a trend 
which probably will continue in the following year. 


Another factor which guides our thinking is the amount 
of disposable income with its acceleration or deceleration. 
If your own trends show a certain decline and published 
statistical data likewise reflect a reduced activity, it 
would be unrealistic to write next year’s budget in excess 
of the business actually done this year, unless your 
company’s growth factor more than outweighs the in- 
dicated decrease. 


This does not mean that the same percentage of in- 
crease or decrease would hold true for all our product 
lines, as we are fully aware that a luxury item, such as 
binoculars, would be depressed more than, for example, 
the sale of corrective eyewear in any declining market 
economy. In the same manner, we recognize that lessened 
industrial activity will have a definite effect on our sales 
to industry. Our final sales budget, in other words is the 
result of information made available by the sales force 
tempered by an overall consideration of general business 
conditions. 

Once we have established the sales, which we can 
reasonably expect in the following year, we than pro- 
ceed to determine the allowable labor loads for our 
laboratories. Such shop work means the grinding and 
finishing of blanks, i.e. lenses in their rough form, in 
line with the prescription given by-an ophthalmologist or 
optometrist. It calls for skilled precision work in order to 
measure up to professional perfection. We are using 
standards of performance set for each laboratory, which 
are weighted by consideration of conditions existing in 
larger, more mechanized branches. Actually we go into 
this matter in great detail. As with sales, again our 
operating district managers are given the opportunity to 
express their own opinions if they are at variance with the 
national standards. 


In order to reflect and allocate properly to each oper- 
ating period an estimated change in the labor rate, we 
provide for a so-called volume variance contingent. No 
provision, however, is made in the budget for overtime. 
The expense budget is based on a review of actual ex- 
penses incurred in the various cost centers over several 
years. In many instances, such expense may be budgeted 
as a percentage to sales or a cost per prescription job 
and will be controlled in that manner. Briefly, this is the 
procedure followed by us in preparing our operating 
budget, which will govern all our decisions for the 
coming year. 


It perhaps is unnecessary to state that we carry the 
idea of setting a budget into other aspects of our busi- 
ness. Having a detailed breakdown of our sales, we can 
forecast our inventory requirements on a monthly basis 
taking into account the seasonal fluctuations in demand 
Our budgeted inventory figures are set in the aggregate 
as a result of our sales estimates, but a detailed study 
is necessary to determine and establish the constituent 
parts of our inventories in order to insure us a reasonable 
inventory turn. At our budget session we also formulate 
our capital requirements for the ensuing year. With the 


information available on sales, inventories, fixed assets, 
and accounts receivable, we are in a position to prepare 
a monthly cash budget to make certain that funds are 
available when needed. 


A budget in itself would mean little unless full use is 
made of the figures. We prepare a daily sales summary 
for management, which gives us an immediate compari- 
son of actual performance against what had been esti- 
mated at the time the budget was written. This schedule 
is followed up by a weekly sales report for each branch 
and is furnished to our sales managers. It again gives 
the actual and the budgeted sales for the week. At the 
end of an accounting period (we are on a four-four-five 
week basis) a complete operating report is prepared for 
each branch location. All comparisons are against 
budget, statedin dollars and by percentage. Consequently, 
it is a fairly simple matter to analyze any variance, 
which must be explained either by a change in volume or 
otherwise may represent a necessary expense for which 
prior approval must have been obtained. The important 
point in this connection is the necessity of following up 
any large variance. For example, labor is a controllable 
expense, and if any downward trend contrary to our 
budget of expected sales is indicated over more than 
two months running, the necessary adjustment in the 
number of employees becomes mandatory. 


In many ways, it is amazing to what extent our budget 
has found acceptance with our operating people. In the 
optical industry a high degree of skill is required of our 
laboratory people. Consequently, any reduction in the 
labor force provides a problem of finding properly trained 
personnel, if the downward trend should be reversed. We 
have found our operating managers willing to accept a 
cut in expenses when it is requested of them. By making 
our sales and operating people part of our budget team, 
we have been able to set our budgets on a workable and 
acceptable basis. 


Our success in budgeting has led us to extend the use 
to which a budget can be put. Two years ago we changed 
our incentive plan under which we pay our salesmen and 
branch managers from a somewhat arbitrary bonus plan 
to one based on a comparison of performance against 
budget. The establishment of a fair incentive plan is 
difficult. It is an entirely different story when we pay an 
incentive bonus to factory workers, whose production can 
be readily measured in units of output. Selling in different 
territories to a wide range of customers, selling products 
with different profit margins, all these present obstacles 
to a bonus plan designed to overcome all objections. We 
find that with our budget concept having been so much a 
part of our business thinking over the years, such friction 
has been reduced to a minimum. 


To us at Bausch & Lomb the budget is the most im- 
portant tool in the hands of management for exercising 
control over our manifold activities. It is to us a road 
marker which tells us in which direction we are heading. 
It is a guide, and while it cannot be mathematically ac- 
curate, it is constructed along lines which include 
thorough planning and effort on the part of everyone who 
will have to work and live with the budgeted figures. To 
sum up then, we believe in observing the principles 
underlying all budgets: sound planning, thorough prep- 
aration, and prompt followup. Without these three prin- 
ciples, you cannot expect to have a budget with which 
you can live. A budget in this respect is no different 
from a successful marriage with its three ingredients of 
courtship, the actual wedding, and the years of constant 
give and take. It is this matter of constant working 
together which makes a marriage a success; it is the 
same constant working toward a common goal which 
makes your budget a success. 
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